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TATERINATIONAL MONEY. MANAGEMENT 


How long can the franc hold on? 


The wave of speculation that sent the 
French franc to a record low of 7.13 to 
the dollar on Sept. 13 and forced the 
French government to seek $4 billion in 
international standby credit just two 
days later could rout the European Mon- 
etary System. Only three months after 
its last realignment, the EMS is again 
under intense pressure. Small and medi- 
um-size companies are pulling out of 
francs as quickly as possible. European 
officials say a suitcase flight from the 
currency by French citizens has reached 
the sarne pell-mell tempo as before the 
franc was devalued 10% against the 
Deutschemark on June 13. 

But unlike three months ago, many 
seasoned money market professionals 
are parked on the sidelines this time. 
Treasurers of some of the largest U.S. 
multinationals also are refusing to join 
the run. 

Squeezing the speculators. “The profes- 
sionals see this as a dangerous market 


and not one in which to be too much - 


against. the franc,” warns Friedrich W. 
Menzel, managing director for Citicorp 
_in Frankfurt. Although France’s double- 
digit inflation rate and ‘accelerating bal- 
’ ance-of-payments deficit make the franc 
a prime candidate for devaluation 
against the D-mark and Dutch guilder 
before yearend, the major players be- 
lieve Paris is locked in a stubborn battle 
of political prestige with speculators and 
would be willing to exhaust its foreign 
..currency reserves before throwing in 
the towel. “By deferring any adjust- 
ment, France makes it expensive to 
near-term speculators,” says the foreign 
exchange manager of a major U.S. mul- 
tinational. “If speculators against the 
frane are forced to hold their positions 
for several months, then they pay dearly 
for their gamble in terms of high inter- 
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est rates on French money instruments 
and other investments.” 

If that view proves correct, European 
money markets could remain tumultu- 
ous as a threatened, but unfulfilled, 
devaluation hangs over the French, Dan- 
ish, Belgian, Irish, and Italian cur- 
rencies. Denmark’s new right-of-center 
government under Prime Minister Poul 
Schliiter faces such deep economic trou- 
ble that the Danes could trigger a third 
wholesale realignment of European cur- 
rencies in little more than a year, no 
matter how hard the French try to 
thwart it. “Denmark will act as the deto- 
nator,” warns a senior Italian monetary 
official. 

The Danes, meanwhile, have been 
waiting for Sweden’s national election 
on Sept. 18 to see whether a new gov- 
ernment—the country is not a member 
of the EMS—will devalue the krona. 
Many analysts believe Stockholm will do 
so to regain export competitiveness with 
Norway, which devalued its currency 67 
this summer. If the Swedes move,. the 
Danes are likely to act, predicts Poul 
Mathiesen, director of foreign operations 
for Copenhagen Handelsbank. 

Hoping for time. West German Chancellor 
Helmut Schmidt’s shaky coalition gov- 
ernment also will pose a critical threat to 
the EMSs, following state elections in Hes- 
se on Sept. 26. If the right-of-center 
Christian Democratic Union wins, that 
could strengthen the D-mark at a time 
when the Danish krone and French 


‘franc are weakening, forcing a devalua-. 


tion of the two currencies. 
.French officials are hoping to buy 


time for their currency by committing . 


the country to an austerity program of 
wage and price controls through 1983. 
But foreign exchange markets are skep- 
tical that prolonged controls, which 


{ Foreign exchange trader 
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would spell a fall in French living stan- 
dards, will be maintained. For that rea- 
son, they expect the government of 
President Francois Mitterrand to accept 
a devaluation of at least 5% to 6%. “T 
would not be surprised if the French 
government swallowed its pride and ac- 
cepted a realignment before yearend, id 
says David Kern, manager of economic 
analysis for National Westminster Bank 
in London. “But they do not want to act 
under pressure.” 

Weekly pattern. Many U.S. corporations 
that bet against the franc in June are 


‘thus refusing to gamble either for or 


against the currency, and French-based 
companies are nervously selling francs 
on Thursdays and buying them back on 
Mondays to protect themselves against a 


Even if French pride resists 
devaluation, Denmark could 


‘force-a European realignment 


possible weekend devaluation. “Each 


weekend the franc comes under pres- 


sure—in a thin market,” says a U.S. 
corporate treasurer. “Each week the 
process repeats itself; a devaluation can 


become a self-fulfilling propheey.” Near- 


ly all companies doing business in 
France are delaying converting foreign 
currency earnings into francs while 
speeding up payments to suppliers out- 
side the country. . 

Despite France’s big international 
loan, treasurers will continue to watch 
closely the level of Paris’ foreign ex- 
change reserves. Without the $4 billion, 
the Banque de France’s reserves would 
have lasted only another two months at 
its current rate of. spending to. defend 
the franc. France could still borrow from 
the European Community and raise in- 
terest rates to support its currency, but 
the economic cost would be high. While 
no~country can hold out indefinitely 
against massive speculation, France’s 
latest moves make the gamble against 
the france that much riskier, notes Me 
zel of Citicorp. 
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